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Preface 

The work underlying t h i s  study o r i g i n a l l y  was undertaken under t h e  

auspices of the  J o i n t  Economic Committee. This version was prepared i n  t h e  

be l ie f  t h a t  the  da t a  on and ana lys i s  of the  long-term prospects f o r  t he  

American economy would be he lpfu l  t o  policy-makers concerned with fu tu re  

developments i n  the  na t iona l  space program. 

amount of publ ic  resources and revenues which are l i k e l y  t o  be ava i l ab le  i n  the  

years  following the  termination of h o s t i l i t i e s  i n  Vietnam. 

The study ind ica t e s  t he  s u b s t a n t i a l  
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I. INTRODUCTION 

The purpose of t h i s  r epor t  i s  t o  sketch out some of t h e  major types of 

options which are ava i l ab le  t o  economic pol icy  makers i n  the  United S t a t e s  

during the  coming decade, 

should be, but t o  provide some of the a n a l y t i c a l  background he lp fu l  t o  those 

who w i l l  p a r t i c i p a t e  i n  o r  influence such decisions.  

The in t en t ion  is not  t o  recommend what t h e  dec is ions  

A s  a s t a r t i n g  poin t ,  a set of long-range 

by t h e  Department of Commerce was u t i l i z e d  t o  

of economic growth.1 These estimates are not 

economic pro jec t ions  prepared 

i n d i c a t e  the  poss ib le  magnitude 

presented here  as gospel, but as 

a c a r e f u l l y  prepared set  of long-term economic pro jec t ions  issued by a 

reputab le  organization with very considerable c a p a b i l i t y  i n  these  matters. 

There are numerous o the r  long-term economic pro jec t ions  issued by research, 

business, and academic organizations and i n s t i t u t i o n s .  Some of t hese  are less 

d e t a i l e d  and do not lend themselves t o  systematic ana lys i s ;  t he  d i f f e rences  in 

projec ted  magnitudes vary from s l i g h t  t o  s u b s t a n t i a l ,  Nevertheless, t h e  

Commerce pro jec t ions  are considered t o  be f a i r l y  representa t ive ,  both as t o  

methodology used and estimates ar r ived  at. 

p ro jec t ions  with those of t he  National Planning Association. 

Appendix A compares the  Commerce 

As Knorr and Morgenstern have reminded us recent ly ,  "At no time i s  t h e  

f u t u r e  completely foredained."2 They go on t o  poin t  out t h a t ,  hence, t he  

f u t u r e  cannot be known i n  advance and, on the  contrary,  i s  subjec t  t o  some 

extent t o  manipulation by both ind iv idua ls  and governments. 

'For details and alternate projections,  see U. S. Congress, J o i n t  Economic 
Committee, U.S. Economic Growth t o  1975: P o t e n t i a l s  and Problems, Washington, 
U.S. Government P r in t ing  Office,  1966. 

'Klaus Knorr and Oskar Morgenstern, "Conjecturine about our I I i l i t a r y  and 
Political Future," University,  F a l l  1965, p. 30. 
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Economic pro jec t ions ,  p a r t i c u l a r l y ,  cannot be "accurate" i n  t h e  sense t h a t  

they p rec i se ly  p red ic t  t h e  environment of t he  fu ture .  

be approximate. 

fo re s igh t  is not so sure.  

c a l l e d  f o r e c a s t s  o r  pred ic t ions  because t h e i r  very ex is tence ,  indeed t h e  very 

f a c t  t h a t  they are being made, o r  other autonomous events, nay put i n t o  motion 

fo rces  which lead  t o  changes i n  the  very assumptions on which these  pro jec t ions  

are based. 

of t he  adjustments t h a t  appear needed t o  achieve certain objec t ives  and t o  

suggest t he  implications f o r  the  economy i f  t he  adjustments are not  forthcoming. 

Such estimates can only 

Our t o o l s  f o r  economic ana lys i s  are not  so prec i se  and our  

Projections such as those u t i l i z e d  here should not  be 

A major purpose of t h e  present ana lys i s  is t o  set f o r t h  the  na ture  

Persons and organizations experienced i n  making and using economic 

p ro jec t ions  maintain t h a t  these  l imi t a t ions  do not i nva l ida t e  the  p o t e n t i a l  

u t i l i t y  of such estimates. The organized way of thinking about t h e  fu tu re  is 

i t s e l f  of value; t he  estimates,  e spec ia l ly  when understood t o  i l l u s t r a t e  only 

the  genera l  orders of magnitudes of trends which appear  probable under c e r t a i n  

assumptions, can be of s p e c i f i c  opera t iona l  usefulness. 

The f l e x i b i l i t y  inherent i n  the A m e r i c a n  economy obviously a f f e c t s  any 

ana lys i s  of i ts  fu tu re  development. Cer ta in ly ,  t he  economic p o t e n t i a l  i n  a 

f u t u r e  period is  not a concept t h a t  can be  based on one d e f i n i t e  set of f igures .  

For example, more o r  less people can be  drawn into t h e  labor force; longer o r  

s h o r t e r  

adopted 

support  

hours can be worked; new methods of production and new products can be 

a t  a f a s t e r  o r  slower r a t e ;  and government p o l i c i e s  can be designed t o  

a higher or  lower rate of economic growth. 3 

2 Cf. Gerhard Colm, The American Economy i n  1970, Washington, D . C . ,  
Nat iona l  Planning Association, October 1959. 
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11. SUMMARY OF THE COMIilERCE DEPARTMENT PROJECTIONS 

It may be he lp fu l  t o  summarize the  key poin ts  of the  Commerce project ions.  

4 The methodology enployed i s  standard f o r  long-term economic pro jec t ions .  

Essent ia l ly ,  the  na t iona l  income and product accounts are u t i l i z e d  as a frame- 

work. 

(1) the  labor  force t h a t  would be ga infu l ly  employed under the assumed condi t ions 

( the assumptions are discussed below), (2) t he  hours worked, and (3) t he  output 

pe r  man-hour or product ivi ty .  

manpower a v a i l a b i l i t y ,  unemployment rates, changes i n  the  standard workweek, 

the  r i s i n g  product ivify of t he  American economy, t rends i n  o v e r a l l  price l eve l s ,  

and similar f ac to r s  t h a t  inf luence the  t o t a l  amount of goods and serv ices  t h a t  

can be produced by an economy during a given period i n  t i m e .  

The supply of p o t e n t i a l  economic output is ar r ived  a t  by est imat ing 

This approach takes  account of population t rends,  

I n  addi t ion,  estimates are thec developed of t he  possible  demands f o r  t h i s  

level of output by consumers, business f i rms,  and governmental u n i t s  a t  each 

level. These separa te  bu t  r e l a t e d  estimates of the supply of and demand f o r  

GNP also serve as a good check of the i n t e r n a l  consistency of the project ions.  

They he lp  t o  answer the  question, "What combination of public and p r iva t e  

demands would requi re  the po ten t i a l  supply of goods and services?"  

Key Assumptions 

A s  s t a t e d  a t  the  outse t ,  these pro jec t ions  of the American economy show the 

r e s u l t s  l i k e l y  under spec i f i ed  and assumed conditions.  Hence, knowing what t he  

key assumptions are is c r i t i c a l  t o  understanding and properly using such data .  

To c i te  an extreme case, a project ion showing est imates  of GNP under an 

assumed disarmament program f o r  1975 is not j u s t  another economic prognost icat ion 

4Cf, M.L. Weidenbaum, "The Role of Economics i n  Business Planning," i n  Max 
D. R i c K r d s  and W i l l i a m  A. Nielander, e d i t o r s ,  Readings i n  Management, Second 
Edi t ion ,  Cincinnati ,  South-Western Publishing Co.,  1963. 
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f o r  the  coming decade. Rather, i t  is a spec ia l ized  pro jec t ion  under an assumed 

and obviously hypothe t ica l  s i t u a t i o n .  The Department of Commerce p ro jec t ions  

used here  assume a 4 percent average annual growth f o r  real Gross National 

Product during the  1966-75 time period. Other assumptions are shown below: 

1. The war i n  Vietnam w i l l  be s e t t l e d  before  t h e  end of 1967. 

2. The t o t a l  l abo r  fo rce  w i l l  rise from 78.4 mi l l i on  i n  1965 t o  93.6 

mi l l i on  i n  1975. 

3. The armed forces  w i l l  dec l ine  t o  2.6 mi l l i on  i n  1975, from the  cu r ren t  

l e v e l  of 3.1 mill ion.  

4. Hence, t h e  c i v i l i a n  labor  fo rce  w i l l  rise from 75.6 mi l l i on  i n  1965 

t o  91.0 mi l l i on  i n  1975. 

5. Average weekly hours worked w i l l  dec l ine  by one-half hour between 

1967 and 1970 and by an a d d i t i o n a l  one-half hour between 1970 and 1975. 

Spec i f i c  assumptions i n  r a t i o  form are shown below. 

Category 

Average annual change i n  
real output 

Impl i c i t  annual p r i c e  
d e f l a t o r  for GNP 

Spec i f i c  Assumptions 

4.0% 

1.5% 

Average annual Unemployment rate 4.0% 

Average annual increase  i n  
product iv i ty  by 1975 (GNP p e r  
maa-hour) 

Average increase  i n  private 
product iv i ty  i n  1975 (pr iva te  
GNP p e r  man-hour) 

Personal r a t i o  of personal 
saving t o  personal income 

2.5% 

2.9% 

5.5% 
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P o t e n t i a l  Supply of Gross National Product 

Three major f a c t o r s  determine the  p o t e n t i a l  supply of GNP: the  t o t a l  

number of people working during a given period, t he  t o t a l  number of hours they 

work, and t h e i r  average output pe r  man-hour. 

Table 1 shows the  der iva t ion  of the  estimates of employment i n  the  

Commerce pro jec t ions .  These estimates of t o t a l  employment c o n s i s t  of (1) t h e  

number of persons i n  the  armed forces and (2) t he  proportion of t he  c i v i l i a n  

labor  force  (defined as t o t a l  labor fo rce  less those i n  the  armed forces)  which 

is ga in fu l ly  employed. 

i s  pro jec ted  t o  rise from 77 .1mi l l ion  i n  1966 t o  90.0 mi l l i on  i n  1975. 

The la t ter  is assumed t o  be 96 percent. Tota l  employment 

A few comparisons may be he lpfu l .  The l abor  force  is projec ted  t o  expand 

a t  t h e  average annual rate of 1.8 percent over t h e  coming decade, on the  b a s i s  

of standard Census Bureau population pro jec t ions  and h i s t o r i c a l  rates of t he  

proportion of t h e  t o t a l  population which is i n  the  labor  force  -- thus making 

t h e  normal allowance f o r  t he  aged, t h e  infirm, full-t ime s tuden t s  and house- 

wives, and o thers  no t  ava i l ab le  f o r  employment. The 1.8 percent growth rate 

compares t o  the  a c t u a l  rate of 1.3 percent a year  experienced over t h e  per iod  

1948-1964. 

Also, t he  4 percent unemployment assumption is  below the  rates which t h e  

American economy has experienced over extended periods of non-wartime i n  

r ecen t  years. 

Given the  assumptions presented above concerning the  dec l ine  i n  the  

average workweek and the  rise i n  output pe r  man-hour estimates can be made of 

t h e  t o t a l  p o t e n t i a l  supply of GNP. The r e s u l t s  are contained i n  Table 2. 

Expressed i n  terms of constant 1958 d o l l a r s ,  i t  can be seen t h a t  t he  p o t e n t i a l  

supply of GNP is estimated t o  rise from $648 b i l l i o n  i n  1966 t o  $925 b i l l i o n  

i n  1975. Real GNP i s  estimated t o  rise by 4.0 percent a year.  
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Year - 

1965 
66 
67 
68 
69 

19 70 
7 1  
7 2  
7 3  
74 
75 

Table 1 

DERIVATION OF ESTIWTES OF Ef*PLOYMEi?T, 
1965-1975 

Tota l  Armed Civ i l i an  Rate of 
Lab o r  Force Forces Labor Force Unemployment 

( in  mil l ions)  (percent) 

78.4 2.7 75.6 4.6 
80.0 3.1 76.9 3.8 
81.6 3.1 78.5 4.0 
83.2 2.7 80.5 4.0 
84.8 2.7 82.1 4.0 

86.4 2.7 03.7 4 .O 
87.9 2.7 85.2 4.0 
89.4 2.7 86.7 4 .O 
90.8 2.6 88.2 4.0 
92 .2  2.6 89.6 4.0 
93.6 2.6 91.0 4.0 

C iv i l i an  
Employment 

(mill ions) 

72.2 
74.0 
75.3 
77.1 
78.5 

80.0 
81.4 
82.9 
84.5 
85.9 
87.4 

Source: U.S. Department of Commerce. Detailed descr ip t ion  of the methodology 
is contained i n  U.S. Congress, J o i n t  Economic Committee, U.S. Economic 
Growth t o  1975: Poten t ia l s  and Problems, Washington, U.S. Government 
Pr in t ing  Office, 1966. 
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Table 2 

Year - 
1966 

67 
68 
69 

19 70 
7 1  
72 
7 3  
74 
75 

DERIVATION OF ESTIMATED POTENTIAL SUPPbY OF GNP, 
1966-19 75 

Total Hours Worked Output Per  
Emp loymen t Per Week Man-Hour Po ten t i a l  Supply of GNP 

(mill ions) (number) (dol la rs )  (1958 $ b i l l i o n s )  

77.1 38.6 4.19 
78.4 38.5 4.29 
79.8 38.4 4.40 
81.2 38.3 4.51 

82.7 38.2 4.63 
84.1 38.1 4.74 
85.6 38.0 4.85 
87.1 37.9 4.97 
88.5 37.8 5.10 
90.0 37.7 5.24 

648 
674 
701 
7 30 

760 
7 89 
82 1 
85 3 
888 
925 

Source: U.S. Department of Commerce 
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The P o t e n t i a l  Demand f o r  Gross National Product 

In  es t imat ing  the  demand o r  expenditure s i d e  of GNP, t h e  major components 

are personal consumption expenditures, p r i v a t e  investment, n e t  expor t s ,  and 

government purchases of goods and serv ices .  

are contained i n  Table 3; the  h igh l igh t s  are discussed below. 

The d e t a i l s  of these  p ro jec t ions  

Personal consumption expenditures. To ta l  personal consumption expenditures 

were a r r ived  a t  by seve ra l  s t eps .  

t o t a l  personal income from the  GNP f igu res .  

The f i r s t  s t e p  w a s  t o  derive estimates of 

The second s t e p  was t o  deduct 

d i r e c t  taxes t o  determine the  amount of disposable personal income. The next 

s t e p  w a s  t o  estimate the  proportion of disposable personal income t h a t  

ind iv idua ls  would save, t h e  remainder being ava i l ab le  f o r  personal outlays.  

The personal saving rate was assumed at  5.2 percent i n  1970 and 5.6 percent i n  

19 75. 

5 

Tota l  personal consumer expenditures are estimated t o  rise from $396 

b i l l i o n  i n  1965 t o  $606 b i l l i o n  i n  1975. The f igu res  for  durable goods were 

obtained by assuming a r b i t r a r i l y  a r e l a t i v e l y  high proportion t o  disposable 

personal  income. Expenditures on nondurable goods were the  r e s u l t  of extending 

the  t rend  of nondurables as a percent of disposable personal income. Services 

were pro jec ted  as t h e  res idua l .  

Gross P r iva t e  Domestic Investment. Nonresidential  f ixed investment was 

computed at  9.8 percent of GNP i n  1970 and 9.5 percent i n  1975, compared t o  

10.6 percent i n  1965. New investment i n  r e s i d e n t i a l  s t r u c t u r e s  was assumed a t  

4.8 percent of GNP i n  1970 and 5.5 percent i n  1975. The change i n  business 

inven to r i e s  was estimated a r b i t r a r i l y  -- 0.9 percent of GNP i n  1970 and 1.0 

percent  i n  19 75. 

51n recent  conceptual revisions of t he  n a t i o n a l  income and product accounts, 
p r i v a t e  i n t e r e s t  payments are no longer included i n  GNP. 
disposable personal income is a l loca ted  t o  payment of i n t e r e s t .  

Hence, a por t ion  of 
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Gross na t iona l  product 

Table 3 

I 
1965 1 1970 19 75 

Bi l l ions  of cur ren t  d o l l a r s  
681.2 920.0 1205.0 

PROJECTIONS OF GROSS NATIONAL PRODUCT 

583.4 
87.5 

241.5 
254.4 

137.5 
85 .O 
44.3 

8.2 

9.3 
51.0 
41.7 

189.8 
78.5 

111.3 

753.9 
113.5 
292.9 
347.5 

183.5 
105.5 
66 .O 
12.0 

12 .1  
66.2 
54.1 

255.5 
93.1 

162.4 

Personal consumption expenditures 
Durable goods 
Nondurable goods 
Services 

498.3 
88.0 

211.5 
198.8 

Gross p r i v a t e  domestic investment 
Nonresidential  f ixed investment 
Res ident ia l  s t r u c t u r e s  
Change i n  business inventor ies  

606.0 
114.5 
243.0 
248.5 

Net exports  of Roods and serv ices  
Exports 
Imports 

Government purchases of goods and 
services 

Federal  
S t a t e  and local 

Gross p r iva t e  domes t i c  investment 
Nonresident ia l  f ixed investment 
Res iden t i a l  s t r u c t u r e s  
Change i n  business inventor ies  

Gross na t iona l  product 

97.6 115.5 143.6 
64.9 74.5 87.9 
24.1 34.2 46.5 
8.8 6.8 9.2 

Personal  consumption expenditures 
Durable goods 
Nondurable goods 
Services  

8.0 
48.5 
40.5 

138.2 
60.0 
78.2 

431.5 
66.1 

190.6 
174.8 

106.6 
69.7 
27.8 

9.1 

7.0 
39 .O 
32 .O 

136.2 
66.8 
69.4 

9.9 
61.9 
52.0 

165.5 
64.5 

101.0 

614.4 

396.2 
66.4 

178.2 
151.6 

N e t  exports of goods and serv ices  
Exports 
Imports 

Government purchases of goods and 
services 

Federa l  
S t a t e  and l o c a l  

1 6.3 
37.3 I 31.0 

114.1 
57.8 
56.3 

Source: U.S. Department of Commerce 
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N e t  exports of goods and serv ices .  Nerchandise exports were computed as  a 

' function of GNP abroad and of merchandise imports i n  previous years.6 

exports of s e rv i ces  were computed from a trend l i n e  f o r  t he  period 1953-65. 

Merchandise imports were estimated v ia  the  r e l a t ionsh ip  with GNP. 

of s e rv i ces  were estimated from the  h i s t o r i c a l  r e l a t ionsh ip  with disposable 

personal income. * Mil i t a ry  expenditures en ter ing  i n t o  U.S. fore ign  t r ade  were 

assumed a t  a r b i t r a r y  amounts. 

The 

7 The imports 

Government purchases of Goods and Services. The estimates of compensation 

of Federa l  employees are assumed t o  rise with p r i v a t e  product iv i ty  gains and 

with the  consumer p r i c e  level. 

services were estimated i n  two s t e p s .  I n i t i a l l y ,  o the r  Federal  Government 

purchases were he ld  constant i n  r e a l  terns and state and l o c a l  purchases were 
9 estimated as a function of na t iona l  income. 

Other government purchases of goods and 

On the  b a s i s  of cu r ren t  Federal t a x  rates, t h e  p o t e n t i a l  revenues of the  

Federal  Government, I n  the  1970-75 t i m e  period, would s u b s t a n t i a l l y  exceed the  

Federa l  expenditures ind ica ted  above as well as currently-projected require- 

ments f o r  i n t e r e s t ,  t r a n s f e r  payments, and o the r  outlay categories.  This 

"poten t ia l"  surplus would rise t o  $11.3 b i l l i o n  i n  1970 and $34.2 b i l l i o n  i n  

1975. 

As has been pointed out i n  the l i t e r a t u r e  on public finance,  such l a r g e  

p o t e n t i a l  budgetary surp luses  would e x e r t  a s t rong  def la t ionary  e f f e c t  on the  

'Merchandise exports = -2.090 + .198 GNP abroad + .238 merchandise imports 

'Merchandise imports = .158 + .0295 GNP (1948-1965). 
8 

'State and l o c a l  purchases = -29.30 + .1796 (na t iona l  income) f o r  1952- 

i n  1953-65 (excluding 1956 and 1957). 

Service imports = -2.688 + .0224 DPI (1953-1965). 

65, except f o r  1954, 1958, and 1961. 
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na t iona l  economy. 

would prevent the  attainment of the high l eve l s  of economic a c t i v i t y  pro jec ted  

here." 

revenue under e x i s t i n g  r a t e s  would be devoted t o  new and l a r g e r  Federal spendin8 

programs and t o  tax rate reduction, i n  some proportion. Hence, f o r  i l l u s t r a t i v e  

purposes, i t  was assumed t h a t  t he  bulk of the  p o t e n t i a l  surpluses would be used 

th ree  ways: 

(2) increases  i n  Federal t r a n s f e r  payments, and, pr imar i ly ,  (3) s u b s t a n t i a l  

increases  i n  Federal grants-in-aid t o  state and l o c a l  governments. 

na tu re  of t h i s  hypothe t ica l  decision of the p o t e n t i a l  surp luses  ind ica t e s  t h e  

a r ray  of p o s s i b i l i t i e s  r a t h e r  than a s p e c i f i c  recornendation f o r  policy ac t ion .  

The l a r g e  p o t e n t i a l  surpluses would permit choice among the  various a l t e r n a t i v e  

p o s s i b i l i t i e s  f o r  a i d  t o  state and l o c a l  governments discussed i n  Chapter 111. 

I n  f a c t ,  they l i k e l y  would be se l f -defea t ing  i n  t h a t  they 

In p rac t i ce ,  i t  is l i k e l y  t h a t  the  p o t e n t i a l  increases  i n  Federal 

(1) increases  i n  Federal purchases of goods and se rv ices ,  

The a r b i t r a r y  

Table 4 shows t h e  estimated d i s t r i b u t i o n  of governmental revenues and 

expenditures i n  1970 and 1975 a f t e r  t h e  hypothe t ica l  d i s t r i b u t i o n  of t he  

p o t e n t i a l  budgetary surp lus  has been made. 

t he  so-called "national income accounts'' budget i n  1970 and 1975, on the  b a s i s  

of t h e  assumptions made here. 

expansions i n  government spending programs could e l imina te  the  estimated 

surp luses .  

Moderate surpluses are estimated i n  

IIlajor reductions i n  t a x  rates and/or massive 

"Cf. Michael E. Levy, Fiscal Policv,  Cycles and Growth, The Conference 
Board, 1963. 
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Table 4 

17.2 
41.9 

GOVERNMENT RECEIPTS AND EXPENDITURES 

22.2 
56.9 

FEDERAL GOVERNIIENT 
Receipts 

Personal t ax  and nontax receipts 
Corporate p r o f i t s  t ax  accruals  
Ind i r ec t  business t ax  and nontax 

Contributions f o r  social insurance 
accruals  

Expenditures 
Purchases of goods and serv ices  

National defense 
Other 

To persons 
To foreigners  (net)  

governments 

Transfer payments 

Grants-in-aid t o  State and l o c a l  

N e t  i n t e r e s t  paid 
Subsidies less cur ren t  surplus  of 

government en te rp r i se s  

Surplus o r  d e f i c i t  (-1, nat iona l  
income and product accounts 

STATE AND LOCAL GOVERNNENT 
Receipts 

Personal t a x  and nontax receipts 
Corporate p r o f i t s  t ax  accruals  
I n d i r e c t  business tax and nontax 

Contributions f o r  s o c i a l  insurance 
Federa l  grants-in-aid 

accrua ls  

Expenditures 
Purchases of goods and serv ices  
Transfer  payments t o  persons 
N e t  i n t e r e s t  paid 
Less: Current surplus  of 

government en te rp r i se s  

Surplus o r  d e f i c i t  (-), nat iona l  
income and product accounts 

Actual 

124.9 
54.2 
29.1 

16.6 
24.8 

123.4 
65.8 

32.4 
30.3 

2.2 

11 .2  
8.7 

4.2 

1.6 

75.3 
11.8 

2.0 

45.8 
4.5 

11.2 

73.7 
69.4 

6.9 
0.6 

3.2 

1.6 

175.1 
77.3 
38.7 

237.4 
111.0 

47.3 

170.9 
78.5 

54.6 
52.2 

2.4 

224.4 
93.1 

75.4 
72.8 
2.6 

21.7 I 37.7 
11.1 12.6 

5.0 

4.2 

115.2 
20.0 

2.8 

64.2 
6.5 

21.7 

116.4 
111.3 

8.7 
0.6 

4.2 

-1.2 

5.6 

13.0 

168.6 
32.3 

3.5 

86.0 
9.1 

37.7 

168.3 
162.4 

10.5 
0.6 

5.2 

0.3 

Source: U.S. Department of Commerce 



-13- 

111. MAJOR POLICY IMPLICATIONS 

Long-term pro jec t ions  of the  American economy, such as those contained in 

t h i s  repor t ,  po in t  up some of t h e  important emerging questions of pub l i c  po l icy  

i n  the  f i e l d  of economics. 

( those covering 5 t o  10 years o r  more) and shorter-term pro jec t ions  (covering 

t h e  next yea r  o r  two) carries over i n t o  any ana lys i s  of t h e i r  po l icy  

implications.  

Spec i f i ca l ly ,  it is assumed t h a t  by t h e  1970-75 t i m e  period, United S t a t e s  

military expenditures i n  Vietnam w i l l  be  considerably reduced from the  present  

level. 

e s s e n t i a l l y  economic assumption, ranging from an informal cessa t ion  of hos- 

t i l i t i es  t o  the  formal s ign ing  and execution of an i n t e r n a t i o n a l  peace agree- 

ment. 

The d i s t i n c t i o n  between longer-term p ro jec t ions  

This study focuses on those longer-term policy implications.  

Various m i l i t a r y  and p o l i t i c a l  conditions are cons is ten t  with t h a t  

I n  any event, t h i s  s ec t ion  of t he  repor t  does not dea l  with t h e  important 

cu r ren t  questions of t h e  economic adjustments t o  the  present defense build-up 

required t o  carry out United S ta tes  commitments i n  Vietnam. Rather, i t  dea ls  

with t h e  types of problems t h a t  a re  l i k e l y  t o  exist i n  the period the rea f t e r .  

It is hoped t h a t ,  given t h i s  lead t i m e ,  s i g n i f i c a n t  advance thought and 

a t t e n t i o n  can thus be focused on the  types of economic problems t h a t  are l i k e l y  

t o  f ace  the  Nation i n  t h e  coming decade. 

It should be recognized, however, t h a t  important long-term implications 

may flow from cur ren t  short-term decisions. For example, the  choice of tax 

inc reases  t o  finance Vietnam cos t s  would strengthen fu tu re  revenue c a p a b i l i t i e s  

of t h e  Federal Government vis-a-vis f u t u r e  requirements f o r  government spending. 

Reliance on t i g h t e r  r e s t r a i n t s  on nondefense publ ic  outlays would serve  t o  add 

t o  t h e  backlog of u n f i l l e d  c i v i l i a n  demands i n  the  public s e c t o r  which would be 

p re sen t  i n  t h e  post-Vietnam period. 
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The following is an a t t e m p t  t o  show the  va r i e ty  of t h e  questions of long- 

term economic policy t h a t  are l i k e l y  t o  arise during the  coming decade and to  

i n d i c a t e  many of t he  d i f f i c u l t  i n t e r r e l a t i o n s h i p s ;  t h e  t abu la t ion  by no means 

i s  exhaustive: 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9 .  

10. 

What are t h e  major a l t e r n a t i v e  methods of a t t a i n i n g  t h e  economic growth 

rates projected i n  t h i s  repor t  and what are t h e  impl ica t ions  involved 

i n  s e l e c t i n g  among these  methods? 

What are l i k e l y  t o  be  the  pol icy  reac t ions  t o  the  r i s i n g  supply of 

p o t e n t i a l  workers as ind ica ted  by pro jec t ions  of the  labor  force  age 

group? 

How can the  pro jec ted  r e l a t i v e l y  rap id  rates of economic growth be 

reconciled with the  f a i r l y  moderate estimates of fu tu re  increases  i n  

t h e  aggregate p r i ce  level? 

What are the  a l t e r n a t i v e  methods of encouraging add i t iona l  manpower 

t r a i n i n g  and, again, what are t h e  implications involved i n  s e l e c t i n g  

among them? 

What are l i k e l y  t o  be t h e  major e f f e c t s  of a l t e r n a t i v e  wage p o l i c i e s ?  

What are l i k e l y  t o  be  the  major choices among a l t e r n a t i v e  t ax  and 

o the r  f i s c a l  p o l i c i e s ?  

What are the  major economic considerations involved i n  t h e  changing 

composition of Federal  Government expenditure programs? 

What are l i k e l y  t o  be the  major e f f e c t s  of t h e  a l t e r n a t i v e  methods of 

f e d e r a l  a i d  t o  s ta te  and l o c a l  governments? 

How do the  various Great Society programs inf luence  reg iona l  income 

d i s t r i b u t i o n  and economic development? 

Whet are t h e  a l t e r n a t i v e  means of promoting publ ic  and p r i v a t e  

investment, consumer spending, and a r i s i n g  standard of l iv ing?  
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Attaining t h e  Projected Economic Growth Rate 

As a resu l t  of expansionary f i s c a l  po l icy  and o the r  pub l i c  and p r i v a t e  

e f f o r t s ,  t h e  o v e r a l l  growth rate of t h e  na t iona l  economy has been acce lera ted  

during t h e  pas t  f i v e  years and the  unemployment rate has been reduced 

subs t an t i a l ly .  

rate of unemployment come down t o  the Council of Economic Advisers' "interim" 

t a r g e t  of four  percent of t he  c i v i l i a n  labor  force.  

However, no t  u n t i l  t he  recent Vietnam m i l i t a r y  buildup d id  the  

It has been pointed out,  moreover, t h a t  t he  pace of economic expansion 

during 1962-65 has been considerably above t h e  rate of increase  t h a t  t h i s  Nation 

has been ab le  t o  s u s t a i n  over an extended period i n  peacetime, a t  least  i n  the  

past." 

i n a b i l i t y  during t h e  1970-75 t i m e  period t o  maintain t h e  cur ren t ,  h i s t o r i c a l l y  

high rate of economic growth would r e s u l t  i n  a s u b s t a n t i a l  rise i n  the  

unemployment rate, assuming o ther  f ac to r s  do no t  change s i g n i f i c a n t l y .  

It can be i n f e r r e d  from t h e  p ro jec t ions  presented earlier t h a t  

But, o the r  f a c t o r s  w i l l  be changing s i g n i f i c a n t l y .  The Nation's l abo r  

f o r c e  is pro jec ted  t o  grow more rapidly i n  t h e  next decade than i n  the  p a s t  t en  

years.  

continue increasing, as a r e s u l t  of t h e  large-scale investments i n  human and 

phys ica l  resources -- business p lan t  and equipment purchases, research and 

development, education, t r a in ing ,  and so fo r th .  

Product iv i ty  (as measured by output per  man-hour) is estimated t o  

The acce lera ted  expansion i n  the Nation's p o t e n t i a l  productive capacity 

can be responded t o  i n  a number of ways, and i t  may be he lp fu l  t o  examine some 

of them. 

One level of choice involved i n  achieving 

economic a c t i v i t y  is  the  s e l e c t i o n  of emphasis 

a high and r i s i n g  l e v e l  of 

among the  major s e c t o r s  of t h e  

'%anpower Report of the  President,  March 1965, pp. 46-47. 
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n a t i o n a l  economy. A s  shown i n  Table 5 below, the  choice of s e c t o r  emphasis 

a l s o  implies decisions as t o  (1) whether t h e  economy w i l l  become more o r  less 

or ien ted  t o  p r i v a t e  versus pub l i c  needs and d e s i r e s ,  (2) whether t he  major 

n a t i o n a l  concern is with t h e  acce lera t ion  of t he  rise i n  the  standard of l i v i n g  

o r  with the  enhancement of t h e  Nation's productive capac i ty ,  and hence 

(3) whether t h e  main t h r u s t  of t h e  economic p o l i c i e s  are of a r e l a t i v e l y  shor t -  

run or long-run nature.  

Table 5 

ALTERNATIVE SECTOR EMPHASIS IN ACHIEVING ECONOMIC GROWTH 

I l l u s t r a t i v e  Fac tors  t o  be Considered 

Sector 

Consumer Spendinga 

P r iva t e  o r  
Pub l i c  

Or ien ta t ion  

P r iva t e  

Pr iva te  b Business Investment 

Standard of 
Living o r  

Productive 
Capacity Ef fec t  

Living Short- 
Standard term 

Productive Long- 
Capacity term 

Government Pur ch as e s Pub li c Mixed Mixed 

aSome government programs, of course, have important d i r e c t  e f f e c t s  on consumer 
spending, such as t r a n s f e r  payments which d i r e c t l y  b o l s t e r  consumer purchasing 
power. 

bSome government programs have important e f f e c t s  on t h e  volume and composition 
of business investment, such as tax incent ives  t o  expand acqu i s i t i on  of new 
producer durable equipment. 

Cer ta in ly ,  t h e  f a c t o r s  shown i n  Table 5 are merely i l lustrat ive of t h e  

f a c t  t h a t  a dec is ion  i n  one sphere of economic policy almost i nev i t ab ly  has 

repercussions I n  o the r  areas. None of t h e  materials presented here  are intended 

t o  recoxnend one poss ib l e  course of ac t ion  over another. Rather, t he  purpose is  

t o  he lp  those who w i l l  determine o r  influence economic policy by presenting more 

formally some of t h e  many f a c t o r s  t h a t  may need to  be considered. 
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A l imi t a t ion  t o  be borne i n  mind is t h a t  any tabulat ion of t h i s  s o r t ,  by 

necessi ty ,  does no t  reveal  t he  of ten s u b t l e  and i n d i r e c t  na ture  of economic 

relat ionships .  

which mainly involve the  "purchase" of t h e  services of government employees are 

far more public-sector or iented than are government purchases of s tandard 

products, whose p r i c e  is determined in  p r iva t e  markets. 

spectrum of p o s s i b i l i t i e s  here. 

t he  public-sector o r i en ta t ion  is pervasive; t he  p r iva t e  manufacturers of ten  

u t i l i z e  government-supplied f ixed  and working cap i t a l ,  producing commodities 

whose characteristics are determined i n  advance by the  government, under 

conditions of ten  spec i f i ed  i n  government procurement cont rac ts ,  and a t  p r o f i t  

rates subjec t  t o  subsequent governmental revis ion.  

For example, those government purchases of goods and services 

There is, indeed, a 

In the  case of the defense and space programs 

In  o the r  cases,  such as i n  agr icu l ture  and mining the  Federal  Government 

can s t rongly  influence 

dominant customer. It 

s e t t i n g  wage and o the r  

the  p r i ces  of many commodities through its pos i t ion  a s  a 

can a l s o  a f f e c t  t he  labor  cos t s  of business firms by 

working standards i n  i t s  cont rac ts  and through i t s  
. A  

I L  pos i t i on  as a major employer of many types of s k i l l s .  

Many government purchases, however, do not  influence the p r iva t e  s e c t o r  so 

s t rongly .  

provide common cases i n  point.  

Pol icy Reactions t o  Rising Supply of Po ten t i a l  Workers 

Procurement of conventional o f f i c e  equipment and medical suppl ies  

Another type of fu tu re  economic choice involves the  Nation's policy reac t ion  

t o  t h e  growing po ten t i a l  productive capaci ty ,  pa r t i cu la r ly  as indicated by t h e  

r i s i n g  labor  force  age group. As pointed out  earlier, the  labor  force  i s  

12Cf U.S. Congress, Jo in t  Economic Committee, The Relationship of Prices 
t o  Economic S t a b i l i t y  and Growth, Compendium of Papers, March 31, 1958, pp. 529- 
554; MOL. Weidenbaum, "The Defense-Space Complex: 
Apr i l  1965. 

Impact on Whom?" , Challenge, 
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projected t o  grow a t  a much f a s t e r  ra te  during the  coming decade than i n  

recent  years ;  the numbers of those i n  the 13-24 age group, whose unemployment 

rates have been much above average, are an t ic ipa ted  t o  increase a t  double the  

na t iona l  average. Decisions as t o  the  most des i rab le  methods of responding t o  

the increased p o t e n t i a l  supply of workers involve also considerat ions of t he  

d i f f e r e n t  e f f e c t s  each of the approaches would have on o the r  important aspec ts  

of the  American economy. Again, the e f f e c t s  shown below i n  Table 6 are meant 

t o  be i l l u s t r a t i v e  and do not  exhaust the  p o s s i b i l i t i e s .  

Tab le  6 

ADJUSXIENTS TO RISING LABOR FORCE AGE GROUP 

Types of Other E f fec t s  

On In te r -  
Nature of On on On Pro- Na t i ona 1 
Adiustment Output Leisure duc t iv i ty  On Prices Competitiveness 

INCREASE EI4PLOYI.IENT VIA : 

Economic growth Expansion Neutral  Nixed Pressures Mixed 
Increase 

Reduced standard Increase 
work week Reduction Expansion Mixed illixed Pressures 

More paid holidays,  
vacat ions,  and Increase Increase 
sabba t i ca l s  Reduction Expans ion  Mixed Pres s u r  es Pressures 

Lower m i n i m u m  wage 
l a w  f o r  new Reduce Reduce 
e n t r a n t s  Idixed Reduction Mixed Pressures Pressures 

REDUCE PARTICIPATION RATES: 

More school ing and short-term Short-term Long-term Reduce 
Long and 

t r a i n i n g  d i f fe rences  Expansion Expansion Mixed Pressures  

Nore retirement Reduce 
programs Reduction Expansion Neutral  Pressures Nixed 

RISING UNEMPLOY- Reduce 
XENT Reduction Expansion Aixed Pressures Xixed 
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As can be seen, although each of the seven approaches l i s t e d  i n  Table 2 

would represent  an adjustment t o  t h e  r i s i n g  a v a i l a b i l i t y  of persons of working 

age, almost every one of them would inf luence d i f f e r e n t l y  the  t o t a l  output of 

the economy, or the amount of leisure t i m e  ava i lab le ,  or t he  product ivi ty  of t h e  

economy, o r  the price level ,  or the competitiveness of t h i s  Nation's i ndus t r i e s  

i n  world markets. Many of these approaches are not  mutually exclusive and the  

e f f e c t s  of some may be addi t ive.  Also, the t i m e  horizons may d i f f e r .  For 

example, education and t r a in ing  would tend t o  raise f u t u r e  product ivi ty  and out- 

put a t  the  expense of current  output. Furthermore, the  subsequent react ions t o  

any of the  a l t e r n a t i v e  adjustments would inf luence the  e f f e c t s  of u t i l i z i n g  t h a t  

approach; should employers be able  t o  absorb the added cos t s  of longer vacations 

without r a i s i n g  pr ices ,  the  in f l a t iona ry  pressures  would be less than i f  the 

added costs were passed on t o  consumers. 

I n  many cases, t h e  choice of emphasis among these  approaches may not  be 

determined pr imari ly  on economic grounds, but from social  o r  p o l i t i c a l  view- 

points .  For example, decisions t o  lover  the  retirement age f o r  s o c i a l  insurance 

programs would reduce the pa r t i c ipa t ion  rate of the labor  fo rce  age group; how- 

ever, such determination as t o  the  m i n i m u m  age a t  which covered workers can 

retire and receive benefits--although i t  has important economic repercussions- 

is  e s s e n t i a l l y  a p o l i t i c a l  decision as t o  des i rab le  s o c i a l  norms. 

a reduction i n  the  s tandard work week (which could be encouraged through 

amending ex i s t ing  f ede ra l  l e g i s l a t i o n  governing the  payment of overtime) would 

represent  a s o c i a l  choice as t o  the r e l a t i v e  importance of leisure. 

Similarly,  

Clear ly ,  a t  least one of the possible  adjustments t o  t h e  r i s i n g  po ten t i a l  

supply of workers would be negative o r  passive -- merely t o  accept a r i s i n g  

t r end  of unemployment i n  the  American economy. 
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Pr ice  Level Implications 

A perennial  source of concern i n  considering publ ic  policy f o r  a rapid rate 

of economic growth is the  resu l tan t  pressure on pr ices .  

important example of the  need t o  balance off var ious object ives .  

This may be an 

A t  one extreme, 

a s u f f i c i e n t l y  low u t i l i z a t i o n  of the Nation's resources -- as indica ted  by 

extremely high unemployment rates and ~~ l a rge  ~~ amounts ~ o f  excess i n d u s t r i a l  ~~ ~ 

capacity -- could el iminate  in f l a t iona ry  pressures  i n  the United States. 

Conversely, t o t a l l y  ignoring aggregate p r i c e  l e v e l  considerat ions might 

temporarily help t o  achieve v i r t u a l l y  f u l l  employment; however, major problems 

of balance of payments disequilibrium l i k e l y  would arise as w e l l  a s  pressures  

from s p e c i f i c  groups of t he  population which would no t  be g rea t ly  bene f i t t ed  by 

f u l l  employment, bu t  would be hu r t  by the in f l a t ion .  

l i v i n g  on f ixed  incomes a r e  obvious examples of the  lat ter category. 

~ ~~ 
~~ ~ ~ ~ ~ 

Retired persons and o thers  

American h i s to ry  provides some i n t e r e s t i n g  examples of rapid rates of 

economic growth accompanied by f a l l i n g  aggregate p r i c e  l eve l s .  l3 

demand from r e l a t i v e l y  i n e f f i c i e n t  t o  more e f f i c i e n t  sec tors  of production (from 

a g r i c u l t u r e  t o  industry during the  19th century) may provide some p a r t  of the  

explanation. 

S h i f t s  i n  

John Maurice Clark pointed out t h a t  the  r e l a t ionsh ip  between the price 

level and economic expansion is  not a simple one.14 

inherent ly  probable t h a t  a demand-induced i n f l a t i o n  is more favorable  t o  

expansion than one pushed up from the cost-pr ice  s ide ,  and t h a t  a spontaneously 

Be maintained t h a t  i t  is 

13National Bureau of Economic Research, Trends i n  the  American Economy 
During the  Nineteenth Century, Princeton, Princeton University Press, 1950; U.S. 
Bureau of t he  Census, H i s to r i ca l  S t a t i s t i c s  of t he  United S ta t e s ,  Colonial  T i m e s  
t o  1957, Washington, D.C., 1960. 

14John Naurice Clark, The Wage-Price Problem, New York, American Bankers 
Associat ion,  1960, pp. 16-17. 
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s t a b l e  p r i c e  level  may be more favorable t o  growth than creeping i n f l a t i o n .  

Clark a l s o  s t a t e d  t h a t  a mild i n f l a t i o n  is a more s t imu la t ive  condition than one 

marked by such d r a s t i c  r e s t r i c t i o n s  as would be necessary t o  stamp it  out. 

There is no universa l ly  accepted trade-off between avoiding i n f l a t i o n  and 

achieving an acceptable rate of economic growth and thus a high level of 

e m p l ~ y m e n t . ~ ~  To many persons, a four  percent ~~~~ unemployment ~~~~ rate is  considered ~~~ 

t o  be  c lose  t o  the  maximum rate of l abor  u t i l i z a t i o n  which can be achieved with- 

out such s t r a i n  on the  Nation's resources as t o  create severe  i n f l a t i o n a r y  

pressures. However, i t  needs t o  be acknowledged t h a t  some observers th ink  t h a t  

a lower rate of unemployment, somewhere i n  the  v i c i n i t y  of t h r e e  percent,  would 

be a more des i r ab le  target e i t h e r  because they be l ieve  t h a t  i n f l a t i o n a r y  

pressures  can be contained, o r  t ha t  some p r i c e  l e v e l  increases  are an acceptable 

~~~ ~ 
~~~~ ~~~~ 

pr ice"  t o  pay f o r  reducing unemployment. I 1  

Conversely, some persons contend t h a t  s e r ious  i n f l a t i o n a r y  pressures arise 

p r i o r  t o  the  Nation reducing unemployment t o  four  percent. 

thought maintains t h a t  "s t ruc tura l"  de f i c i enc ie s  i n  the  economy are the  

obs tac les ;  education, r e t r a in ing ,  and o the r  programs designed t o  enhance labor 

s k i l l s  and promote labor mobili ty a r e  considered necessary i n  t h i s  case. 

One school of 

It should be noted t h a t  t he  r a t e s  of aggregate p r i ce  increase  assumed i n  

the  economic pro jec t ions  presented earlier a r e  lower than those which have 

accompanied s i m i l a r l y  rap id  periods of economic growth i n  recent  years -- i n  t he  

absence of t he  d i r e c t  cont ro ls  which have been imposed during w a r t i m e  periods. 

Studies by George Perry tend t o  i n d i c a t e  t h a t ,  at rates of product iv i ty  

i n c r e a s e  and p r o f i t s  experienced by t he  American economy during the  period 

15Cf. Paul A. Samuelson and Robert M. Solow, "Analytical Aspects of Anti- 
I n f l a t i G  Policy," American Economic Review, May 1960, pp. 177-194; A.W. 
P h i l l i p s ,  "The Relation Between Unemployment and the  Rate of Change of Money 
Wage Rates i n  the  United Kingdom, 1861-1957," Economlca, November 1958, pp. 283- 
299. 
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s ince  World War 11, p r i c e  increases above those assumed here would accompany the  

16 reduction of unemployment t o  3 percent. However, s ince  completing h i s  research, 

Perry has s t a t e d  t h a t ,  ". . . recent wage increases  [and hence p r i c e  increases] have 

been more modest than one could have predic ted  from p a s t  experience with any of 

the  equations estimated here,  o r  almost c e r t a i n l y  with any equation of t h i s  

1 7  genera l  type. 

During the  pas t  year ,  t he  increase  i n  t h e  generally used measures of t h e  

aggregate p r i c e  level has been more rap id  than can be in fe r r ed  from Per ry ' s  

remarks. A number of f a c t o r s  may help t o  explain the  d i f fe rences .  

For example, a p a r t  of the current rap id  rise i n  the  p r i c e  level i s  due t o  

r e l a t i v e l y  temporary special conditions r e l a t i n g  t o  form products r a t h e r  than t o  

demand-pull market conditions.  Also, a s u b s t a n t i a l  por t ion  of t h e  p r i c e  rise i s  

r e s u l t i n g  from t h e  sharp acce lera t ion  i n  defense procurement -- defense con t r ac t s  

and o the r  "obligations" were one-third h igher  i n  the  f i s c a l  year 1966 compared 

t o  t h e  previous year. 

ac t ion  requi res  gives rise t o  wage and o the r  c o s t  increases  which would no t  be  

p re sen t  i n  the  period of s t a b l e  growth envisioned i n  these  pro jec t ions .  

The abrupt and s u b s t a n t i a l  s h i f t  i n  resources which t h i s  

Perhaps more fundamentally, the massive education, t ra in ing ,  and r e t r a i n i n g  

programs which have been accelerated as a p a r t  of t he  "war against  poverty" are 

l i k e l y  t o  make poss ib le  h igher  labor u t i l i z a t i o n  rates than i n  the  p a s t  without 

generating s u b s t a n t i a l  i n f l a t i o n a r y  pressures.  

There are numerous e i t h e r  prac t iced  o r  suggested methods f o r  dealing with 

i n f l a t i o n a r y  questions.  These include i n d i r e c t  government ac t ions  ( f i s c a l  and 

16George Perry, "The Determinants of Wage Rate Changes and the In f l a t ion -  
Unemployment Trade-off f o r  t he  United States, ' '  Review of Economic Studies,  
October 1964 and Unemployment. Money Wage Rates and I n f l a t i o n ,  XIT Press ,  1966. 

17perry, op.cit . ,  p. VII. 
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monetary p o l i c i e s ) ,  d i r e c t  wage and/or p r i ce  cont ro ls ,  and appeals t o  the  

enlightened s e l f - i n t e r e s t  of labor  and management a l ike .  

of the  l a t t e r  course may be Pres ident ia l  requests t o  key indus t r i e s  (such as 

steel  o r  aluminum) t o  modify wage and/or p r i c e  decis ions t o  accord with the 

publ ic  i n t e r e s t .  It appears t h a t  public a t t i t u d e s  and p o l i c i e s  i n  t h i s  area 

are s t i l l  developing and have not been firmly agreed upon. 

seem t o  ind ica t e  t h a t  voluntary compliance with wage-price guidel ines  is more 

r ead i ly  secured during a period of p r i c e  s t a b i l i t y  than during times of 

s u b s t a n t i a l  i n f l a t i o n .  

An important example 

Experiences i n  1966 

Perhaps one of the  obs tac les  to  a clear na t iona l  a t t i t u d e  toward i n f l a t i o n  

is t h e  d i f f e r e n t i a l  e f f e c t s  on various groups of the  population, indeed the  

same indiv idua l  may be a f fec ted  d i f f e ren t ly  i n  h i s  various ro l e s  as worker, 

consumer and investor .  For example, as shown i n  Table 7, an ind iv idua l  -- i n  

his role as a consumer -- may be hurt  by i n f l a t i o n  as he sees the  purchasing 

power of h i s  money reduced. However, the same indiv idua l  -- as an employee -- 
may f i n d  t h a t  he is bene f i t t ed ,  or a t  least not  hu r t ,  by i n f l a t i o n  as h i s  wage 

payment and increase a t  the  same ra t e ,  o r  f a s t e r ,  than the  aggregate p r i ce  

l eve l .  Simultaneously, as an inves tor  he might be h u r t  o r  bene f i t t ed  by a 

general  rise in t he  p r i c e  level, depending on whether he has f ixed o r  

f l u c t u a t i n g  value investments. 

The same ambivalence may e x i s t  i n  the  Government, where Treasury o f f i c i a l s  

see tax r ece ip t s  rise with p r i c e  l eve l  expansion, while procurement o f f i c e r s  

f i n d  the  purchasing power of t h e i r  appropriated funds diminished. 

Similar ly ,  t he  impact of i n f l a t i o n  on business firms is subjec t  t o  a very 

wide variance,  both among and within individual  companies. 

marketing departments of insurance companies maybe q u i t e  concerned with the  

adverse e f f e c t s  of i n f l a t i o n  on po ten t i a l  buyers of insurance; however, t h e  

For example, t h e  



-24- 

Table 7 

SOiffi IMPACTS OF INFLAT1014 

Cons umers 

Employees : 

Fixed ear ings  (e .g .  government 
workers) 

Negotiated earnings 
Ret i red  workers 

Business 

Cap i t a l  - i n t ens ive  indus t r i e s  
Labor - i n t ens ive  indus t r i e s  

Pos s i b  l e  
Benef ic ia r ies  

X 

X 

Possible  
Suf ferers 

X 

x 
X 

X 

Government 

Treasury 
Procurement agencies 

Investors :  

Bonds, l i f e  insurance,  and 

Stocks, land and o the r  
o the r  fixed-value investments 

f luctuat ing-value investments 

X 
X 

x 
X 

investment departments may f ind  d i s t i n c t  bene f i t  v i a  higher  re turns  on t h e i r  

investments and a greater spread between the r e su l t i ng  income and t h e  proceeds 

required t o  meet the  commitments of policyholders.  Capi ta l - intensive indus t r i e s  

might tend t o  experience real capital losses, t o  t he  ex ten t  t h a t  depreciat ion 

allowances computed a t  h i s t o r i c a l  costs do not adequately finance replacement 

a t  s u b s t a n t i a l l y  higher  price leve ls .  Hore labor- intensive i n d u s t r i e s  would be 

i n  a more favorable pos i t i on  espec ia l ly  t o  the  ex ten t  they could pass on labor  

c o s t  increases  i n  r e l a t i v e l y  p r i ce - ine l a s t i c  product markets. 
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Encouraging Manpower Training 

As mentioned earlier, it has been suggested t h a t  unemployment might be 

f u r t h e r  reduced, without generating s u b s t a n t i a l  i n f l a t i o n a r y  pressures,  through 

programs of manpower t r a i n i n g  and re t ra in ing .  Again, there  i s  no s i n g l e  simple 

way of ensuring t h a t  the  r e q u i s i t e  l abor  fo rce  w i l l  be t r a ined  i n  the  proper 

s k i l l s  a t  the  needed t i m e .  

t h a t  could encourage such t ra in ing .  

degrees of publ ic  s e c t o r  and pr iva te  s e c t o r  pa r t i c ipa t ion .  

However, t he re  is  a wide a r r ay  of publ ic  p o l i c i e s  

As shown i n  Table 8, these  involve varying 

Table 8 

NETHODS OF ENCOURAGING ADDITIONAL MANPOWER TRAINING 

Governmental Operation of Traininn F a c i l i t i e s  

1, 
2. 

Direc t  Federal  operation of t r a i n i n g  f a c i l i t i e s  
Grants t o  states and l o c a l  governments f o r  t h e i r  t r a i n i n g  program 

Incentives t o  the  P r iva t e  Sector 

3. 
4. 
5. 

6. Changes i n  regulatory programs (e.g. minimum wage l e g i s l a t i o n )  t o  

Expenditure subs id ies  f o r  p r i v a t e  indus t ry  t r a in ing  programs 
Tax incent ives  f o r  p r iva t e  indus t ry  t r a i n i n g  programs 
Federa l  assistance t o  schools and o t h e r  non-profit i n s t i t u t i o n s  f o r  

spec ia l i zed  t r a i n i n g  

encourage on-the- j ob t r a in ing  

None of t h e  s i x  approaches i n  Table 8 is recommended as the optimum method 

of providing a d d i t i o n a l  manpower training. Indeed, each of them opens up one 

o r  more add i t iona l  questions of public policy.  Governmental operation of 

t r a i n i n g  f a c i l i t i e s  may provide t h e  most d i r e c t  way of focusing on t he  s p e c i f i c  

manpower areas of g r e a t e s t  need. However, some w i l l  ob jec t  t o  f u r t h e r  

ex tens ion  of t he  publ ic  s e c t o r  i n t o  t h i s  area of a c t i v i t y .  

Another i l l u s t r a t i o n  t h a t  the s e l e c t i o n  of economic p o l i c i e s  may be 

d i f f i c u l t  is  contained i n  t h e  I l l u s t r a t i v e  a l t e r n a t i v e s  shown f o r  o f f e r ing  

incen t ives  t o  the  private sec to r .  For example, although tax incent ives  may 
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provide an e f f e c t i v e  means of encouraging p r iva t e  indus t ry ,  t h i s  approach may 

run counter t o  the  d e s i r e  t o  keep special-benefi t  provis ions out of t he  tax 

system because of the  concern f o r  t ax  s impl i f i ca t ion  and "equal treatment of 

equals.'' Cer ta in ly ,  suggestione t o  permit even temporary reductions i n  the 

s t a t u t o r y  minimum wage encounter se r ious  opposit ion on t h e  p a r t  of those 

concerned with maintaining minimum income standards.  

Al te rna t ive  Wane Po l i c i e s  

One currently-applied standard f o r  assessing wage p o l i c i e s  I s  the  wage- 

p r i c e  guidel ines  of t h e  Pres ident ' s  Council of Economic Advisers. 

these  guidel ines  are intended t o  l i m i t  wage increases  t o  the  t rend  growth of 

product iv i ty  i n  the  na t iona l  economy (with spec i f i ed  v a r i a t i o n s ) ;  hopeful ly ,  t h e  

appl ica t ion  of this standard would not  result i n  generat ing any add i t iona l  

i n f l a t i o n a r y  pressures.  

appear t h a t  these guidel ines  are more e f f e c t i v e  i n  deal ing with p o t e n t i a l  cost-  

push in f l a t iona ry  pressures  than in a general  demand-pull i n f l a t i o n a r y  s i t u a t i o n  

as has accompanied a t  least the  i n i t i a l  phase of t he  Vietnam defense buildup. 

In  general ,  

On the  bas i s  of the most recent  experience, i t  would 

John Maurice Clark,  who suggested i n  1960 t h a t  i n f l a t i o n  could be avoided 

by l i m i t i n g  wage increases  t o  the  economy-wide rate of increase  i n  product ivi ty ,  

a l s o  pointed out  t h a t  such an outcome requires:  

l abo r ' s  use of i t a  market power, e i t h e r  vo luntar i ly  o r  enforced by employers' 

stiff resistance and (b) ready downward f l e x i b i l i t y  of p r i ces  where the  state 

of c o s t s  and p r o f i t s  permits.  

(a) r e s t r a i n t  i n  organized 

18  

Were the  general  t rend of wage rates i n  the economy t o  rise a t  a f a s t e r  

rate than product ivi ty ,  it is l i k e l y  t h a t  some i n f l a t iona ry  pressures  might 

r e s u l t .  

wage increases encourages more persons t o  e n t e r  the  labor  force ,  and thus,  t o  

However, t o  some observers t h i s  might be acceptable i f  t he  p a t t e r n  of 

18Clark, ov.cit . ,  pp. 38-39. 
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I .  

raise p o t e n t i a l  economic output.  

increases  would e f f e c t u a t e  an in te rgenera t ion  d i s t r i b u t i o n  of wage c o s t s  and 

incomes. Retired persons receiving income from pension funds would f ind  the  

purchasing power of their  annui t ies  reduced and, hence, f ind  t h a t  they are i n  

e f f e c t  self-f inancing more of t h e i r  retirement-age expenditures than they had 

intended t o  bargain fo r .  

To some ex ten t ,  such wage and r e s u l t a n t  p r i c e  

To t h e  ex ten t  t h a t  there are d i f f e r e n t i a l s  between wage and p r i c e  changes 

in d i f f e r e n t  branches of the  economy (e.g. h igher  and o f f s e t t i n g  product iv i ty  

growth in goods as compared to  services), those elements of t h e  population 

purchasing a higher  than average amount of services -- again the  r e l a t i v e l y  

o lder  p a r t i c u l a r l y  i n  the  case of medical services -- may f i n d  themselves more 

adversely a f f ec t ed  than would be ind ica ted  by the  aggregate price increases .  

Alternate Tax  and F i s c a l  Po l i c i e s  

On account of the  o v e r a l l  progressive tax  s t r u c t u r e ,  Federal  revenues i n  

the  coming decade are l i k e l y  t o  be  r i s i n g  f a s t e r  than the  GNP. 

s e v e r a l  recent  s tud ie s ,  such revenues are a l s o  l i k e l y  t o  be r i s i n g  more rap id ly  

than the "normal" o r  t rend  increase i n  Federal  e ~ p e n d i t u r e 8 . l ~  

recent  acce lera t ion  of m i l i t a r y  costs  occasioned by events i n  Vietnam has 

r e su l t ed  i n  an acce lera t ion  i n  Federal spending which, a t  least temporarily,  

e l imina tes  the  p o t e n t i a l  Federal  surpluses  envisioned i n  these  earlier s tud ie s .  

When improvements i n  t h e  in t e rna t iona l  environment permit the  reduction of 

According t o  

However, the  

U.S. m i l i t a r y  out lays ,  it is l i k e l y  t h a t  t he  Nation would face once again the  

l a r g e  and growing f u l l  employment budget surpluses  which r e s u l t  i n  the  now 

19Cf. Joseph A. Pechman, "Financing S t a t e  and Local Government ," in 
AmericarBankers Association, Proceedinns of a Symposium on Federal  Taxation, 
1965, pp. 71-84; Selma J.  Mushkin and Robert P. Adam, "Emerging Pa t te rns  of 
Federalism," National Tax Journal,  September 1966, pp. 225-247. 
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f ami l i a r  problem of " f i s c a l  drag." Under those condi t ions,  ac t ions  would need 

t o  be considered t o  reduce the  ove ra l l  e f f e c t i v e  Federal  tax rate as necessary 

(or  t o  increase  expenditures fur ther ) .  

The major problem of economic planning involved here  would be t o  i d e n t i f y  

i n i t i a l  p o l i c i e s  which would be s u f f i c i e n t l y  prompt and e f f e c t i v e  t o  prevent 

s e r ious  unemployment and excess i n d u s t r i a l  capaci ty  from developing; such 

negat ive inf luences,  i f  unchecked, could accelerate i n t o  a major recession.  

There is  a wide range of f i s c a l  and monetary p o l i c i e s  which have the necessary 

s t imula t ing  impact on aggregate demand, bu t  d i f f e r e n t  e f f e c t s  on t he  composition 

of output and on t he  d i s t r i b u t i o n  of income among the  d i f f e r e n t  groups i n  

American soc ie ty .  

'In such "contingency1' planning, t h e  balance s t ruck  between tax reduction 

and increased Government spending would be inf luenced by the inferences as t o  

t h e  r e l a t i v e  importance t o  be accorded t o  the p r i v a t e  s e c t o r  versus the  publ ic  

s e c t o r  -- t o  p r i v a t e  demand f o r  such goods and services as food, c lo th ing ,  

housing, and r ec rea t ion ,  as against  publ ic  demand f o r  roads, space explorat ion,  

pub l i c  hea l th ,  and s o c i a l  services. 20 

A t  t he  present  t i m e ,  the type of f i s c a l  pol icy decis ions t h a t  face ecoaomic 

policymakere appear t o  be q u i t e  conventional, involving r e s t r a i n t  on c i v i l i a n  

expenditures and otherwise dampening any l a t e n t  i n f l a t i o n a r y  pressures  r e s u l t i n g  

from the  military buildup. 

s i t u a t i o n  i n  the  nea r  fu tu re ,  t h e  type of longer-run f i s c a l  policy decis ions 

t h a t  would be fac ing  the  Nation appear t o  be more p leasant  ones. 

involve pr imari ly  choices among a l t e r n a t i v e  methods of tax reform and reduction. 

Assuming successfu l  reso lu t ion  of the Vietnam 

These may 

20Cf. U. S. Congress, J o i n t  Economic Committee, Twentieth Anniversary of 
An Economic Symposium, Invi ted  Comments on t h e  Empi&nnent A c t  of 1946: 

Di rec t ions  for  the  Future, 1966, pp. 188-189. 
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Tax reductions,  under those conditions of s t a b l e  o r  dec l in ing  defense spending, 

could both assist i n  achieving a f u l l  employment economy and a l s o  be poss ib le  

because of a rap id ly  r i s i n g  level of GNP. 

A t  t h e  margin, of course, t h e  choice may be somewhat more d i f f i c u l t ,  

involving balancing the  d e s i r a b i l i t y  of providing add i t iona l  government 

services aga ins t  t he  b e n e f i t s  of a l a r g e r  p r i v a t e  s e c t o r  of t h e  economy. 

9 ind ica t e s  some of the  poss ib le  a l t e r n a t i v e  methods of tax reduction. 

expenditure increases  a r e  d e a l t  w i t h  subsequently. 

Table 

Poss ib le  

Table 9 a l s o  lists a few of the many f ac to r s  t h a t  would need t o  be taken 

i n t o  account i n  s e l e c t i n g  among poss ib le  tax changes. 

eva lua t ion  may be a question as t o  which are the  dominant purposes of t he  t ax  

ac t ion .  Clearly,  an increase  i n  personal exemptions -- which bene f i t  the  lower 

bracke ts  more than proportionately -- would tend t o  act as an income equal izer  

by reducing a f t e r - t ax  income inequal i ty ;  a reduction i n  estate and g i f t  taxes -- 
which are borne pr imar i ly  by the  highest  income groups -- would have the  

reverse  e f f e c t  . 

In  good measure, t h e  

I n  con t r a s t ,  a choice between exc i se  reductions and cu t s  i n  the  corporate 

income t a x  would involve judgments as t o  the  ex ten t  t h a t  e i t h e r  of these taxes 

are s h i f t e d  and of t he  u l t imate  incidence, t echnica l  questions which are s t i l l  

being debated i n  the  publ ic  finance l i t e r a t u r e .  

con t rove r s i a l  question would be t h e  r e l a t i v e  emphasis on low-bracket ind iv idua l  

income t a x  reductions versus high bracke t  and corporate tax reductions in an 

e f f o r t  t o  increase  the l e v e l  of na t iona l  output. Some contend t h a t  increasing 

t h e  investment funds ava i l ab le  t o  the  high-saving ind iv idua ls  and corporations 

would be more e f f e c t i v e  i n  fos t e r ing  economic growth; o the r s ,  of course, contend 

t h a t  bo l s t e r ing  the  purchasing power of consumers, p a r t i c u l a r l y  those i n  the  

low income groups who spend v i r t u a l l y  a l l  of t h e i r  ava i l ab le  income, would 

An example of a more widely 
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provide the  needed demand t o  generate r i s i n g  employment and economic growth. 

This may a l s o  represent the  type of i s s u e  t h a t  is  never completely s e t t l e d ,  bu t  

is cont inua l ly  present i n  determining the  proper degree of emphasis between 

one or  another a t  any given point i n  time. 

Table 9 

CHOICES AMORG ALTERNATIVE TAX POLICIES 

Possible Tax Changes Some Factors t o  be Considered 

Across-the-board changes i n  rates 

Corporate taxes: 

E f fec t s  on equity among taxpayers 

E f fec t s  on income d i s t r i b u t i o n  

Ef fec t s  on GNP growth rate 

Effec ts  on a l loca t ion  between 
consumption and investment 

Depreciation p r a c t i c e s  
Investment c r e d i t s  
Basic rates 

Indiv idua l  taxes : 
Emphasizing upper brackets 
Emphasizing lower bracke ts  
Exemptions 
Deductions 
Cap i t a l  gains treatment 
Pension t r u s t s  

Exc is es : 
General 
Se lec t ive  

& 1 Estate and g i f t  taxes 

User charges 

Effec t  on bu i l t - i n  s t a b i l i z e r s  

Ef fec t  on r e l a t i v e  emphasis between 
saving and investment 

The Changing Composition of Federal Expenditures 

This repor t ,  as do most others dealing with fu tu re  trends i n  the  American 

economy, shows very s u b s t a n t i a l  increases i n  government expenditures. 

Pro jec t ions  of defense spending are notor ious ly  unre l iab le .  

rise i n  m i l i t a r y  out lays  continue longer than an t i c ipa t ed ,  o r  accelerate, 

dec is ions  would be  necessary as t o  whether these  add i t iona l  requirements should 

be a t  the  expense of foregoing some tax reduction o r  some pro jec ted  c i v i l i a n  

government expenditure increases.' 

Should the  cur ren t  



- 31- 

Under the assumptions underlying t h i s  r epor t ,  very s u b s t a n t i a l  increases  

are projected i n  c i v i l i a n  government spending programs. 

choices are involved i n  these projected l e v e l s  of government spending. 

recent  introduct ion of a planning-programming-budgeting system i n  the  Federal  

Government is high-lighting the  types of choices t h a t  can be made, bu t  hardly 

s impl i f i e s  the  process of a l loca t ing  publ ic  resources among numerous competing 

ends. 

Numerous program 

The 

Table 10 is  an attempt to i l lustrate ,  i n  perhaps the  s implest  form, how 

proposed new o r  expanded Federal  expenditure programs can be r e l a t ed  t o  the  

broad and bas ic  funct ions of purposes of government. 2 1  

Table 10 

SOME POSSIBLE FEDEI'AL EXPEWDITURE INCREASES 

Economic 
Development Other - Possible  Increases D e  fens e Welfare 

Secondary Second Panama Cane1 Primary 

Supersonic Transport Secondary Primary 

Socia l  Securi ty  
Libera l iza t ion  

Planetary Exploration Primary 

Operational 
Desa l in iza t ion  

Universal  Veterans 
Pensions 

Large-scale Rural 
Development Program 

Many Others 

Primary 

Primary 

Secondary 

Primary 

Secondary Primary 

21For an a t t e m p t  a t  implementing t h i s  approach, see M.L. Weidenbaum, 
Another Look a t  the  Budget," Challenge, "Which Resources f o r  What Goals: 

Ju ly  1964. 
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The most general  level of choice might be of t he  na tu re  of s e l e c t i n g  among 

(1) developing a supersonic commercial t ranspor t  aircraft ,  (2) proceeding with 

an opera t iona l  brackish and sal t  water desa l in i za t ion  e f f o r t ,  o r  (3) embarking 

upon a large-scale r u r a l  development program, a l l  aimed as promoting the  

economic development of the  United S ta t e s .  So viewed, these  -- and o the r  

similar programs -- are s u b s t i t u t e s  f o r  each o the r  i n  a t t a i n i n g  a major n a t i o n a l  

ob jec t ive .  Likewise, l i b e r a l i z i n g  t h e  b e n e f i t  paid under the  s o c i a l  s e c u r i t y  

program and e s t ab l i sh ing  universa l  pensions f o r  a l l  ve te rans  over 65 are 

alternate means of providing supplementary incomes t o  the  Nation's e l d e r l y  

population. The present emphasis i n  the  Executive Branch's Planning-Programming- 

Budgeting System appears t o  be on the s p e c i f i c  program o r  department l eve l .  

However, t h e  eventual appl ica t ion  of t he  choice-among-alternatives approach may 

a l ter  considerably the  o v e r a l l  program emphasis i n  the  Federal  Budget, by 

ind ica t ing  the  relative advantages ( i n  such terms of high r a t i o s  of bene f i t s  t o  

cos t s )  of one category of government program over another. 

Recently, the  J o i n t  Economic Committee has attempted t o  encourage ana lys i s  

of the various economic e f f e c t s  of ind iv idua l  Federal  programs. An example i s  

i ts  "Inquiry Rela t ing  t o  Human Resources Programs" which is  attempting t o  

i l l umina te  the  following aspects of these  programs 2 

1. Ef fec t s  on the  d i s t r i b u t i o n  of personal income. 
2. Effec t s  on t h e  product iv i ty  and earnings of workers. 
3. E f fec t s  on business competition, growth, and management. 
4. Effec t s  on the  s t a b i l i t y  and level of employment, wages, c o s t s ,  

5 .  
6. 

production, sales, pr ices ,  and o the r  phases of economic a c t i v i t y .  
Variations i n  t h e  geographic impacts of these  programs. 
Contribution t o  the  growth rate of GNP.22 

A f t e r  a l l o c a t i v e  decisions a re  made t o  devote a c e r t a i n  por t ion  of t h e  

22U.S. Congress, J o i n t  Economic Committee, Subcommittee on Economic 
Progress ,  Inquiry Re la t ing  to Human Resources Programs, J o i n t  Committee P r i n t ,  
September 1965. 
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Federal Budget t o  a given program of funct ion,  another type of choice is 

required -- the  se l ec t ion  of the spec i f i c  governmental mechanism t o  u t i l i z e .  In  

prac t ice ,  decis ions as t o  the  method of conducting a new government program and 

the general  l e v e l  of funding a r e  made simultaneously. One example of t he  range 

of such poss ib le  choices is contained i n  Table 8 ,  Methods of Encouraging 

Additional Manpower Training. 

The Federal Government and the  States  

A r e l a t e d  quest ion is t h e  appropriate level of government at which a given 

program should be conducted. 

poss ib le  " f i s c a l  mismatch" between needs and resources.  

A number of recent  s tud ie s  have pointed out a 

Under non-war 

condi t ions,  t he  supply of readi ly  ava i lab le  Federal  revenues appears t o  rise 

faster than cur ren t  demands on the Federal  purse, bu t  the  s t a t e - loca l  s i t u a t i o n  

is  t h e  reverse; expenditure demands on s ta te  and l o c a l  governments.rise f a s t e r  

than r ead i ly  ava i lab le  revenue supply. 

The so-called Heller-Pechman proposal f o r  block grants  t o  the states is  one 

of a family of poss ib le  ways i n  which the  super ior  f inanc ia l  resources of the 

Federa l  Government can be u t i l i z e d  t o  a s s i s t  the  hard-pressed s ta te ,  county, and 

c i t y  governments. Other nethods of u t i l i z i n g  the  po ten t i a l  increases  i n  Federal 

revenues include expanded program o r  t i e d  gran ts ,  tax sharing, ind iv idua l  

Federal  t a x  c r e d i t s  f o r  state and loca l  taxes paid,  and new d i r e c t  Federal  

activities i n  the various l o c a l i t i e s .  

It may be he lp fu l  t o  examine these alternative ways t o  dea l  with the  f i s c a l  

s i t u a t i o n  t h a t  may become prevalent i n  the  1970-75 t i m e  period.23 Some of t h e  

p o t e n t i a l  increases  i n  Federal  revenue could be devoted t o  new a c t i v i t i e s  t o  be 

23Cf. M.L. Weidenbaum, "State  Needs and Federal  Funds,'' Business Topics, 
Winter 1966. 
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conducted by the  Federal  Government i t s e l f  i n  a l l  50 states. This approach 

would ca l l  f o r  the l a r g e s t  amount of Federal  in te rvent ion ,  s ince  no provis ion 

would be made f o r  s ta te  o r  l o c a l  government pa r t i c ipa t ion .  

s ta te  and l o c a l  bene f i t s  t o  t h e  ex ten t  t h a t  f a c i l i t i e s  would be provided which 

otherwise would have t o  be financed loca l ly .  

There would be  

This approach, which would require  abstaining from reductions i n  Federal  

income taxat ion,  would maintain the  progress iv i ty  of the  o v e r a l l  tax s t r u c t u r e  

and the  r o l e  of the bui l t - in  or automatic s t a b i l i z e r s .  Depending on the type 

of expenditure programs se lec ted ,  the impact  on income d i s t r i b u t i o n  could be 

e i t h e r  more o r  less equalizing. 

An a l t e r n a t i v e  would be t o  expand the  use of "t ied" o r  condi t ional  gran ts  

t o  state and l o c a l  governments f o r  s p e c i f i c  functions.  This approach would 

make the  Federal  Government an even more important inf luence i n  state and l o c a l  

f i s c a l  operations.  

o r  s t a b i l i z i n g  e f f e c t s  of t he  tax s t ruc ture .  

an income equal izat ion e f f e c t  because Congress o f t en  uses a l loca t ion  formulas 

based on population o r  income. 

Use of condi t ional  gran ts  would not  a f f e c t  t he  progress iv i ty  

Most Federal  grant  programs have 

One proposal f o r  block o r  unconditional gran ts  would set up a permanent 

t r u s t  fund t o  d i s t r i b u t e  an amount equal t o  two percent of the  Federal  income 

tax base  among the  states on a p e r  cap i t a  bas i s .  

t he  role of the Federal  Government both i n  the na t iona l  economy and i n  r e l a t i o n  

t o  s ta te  and l o c a l  government act ion.  It would a l so  exerc ise  a moderately 

equal iz ing  e f f e c t  between high income and low income states,  bu t  would not 

a f f e c t  t h e  o v e r a l l  p rogress iv i ty  of the tax s t r u c t u r e  o r  the importance of the  

automatic s t a b i l i z e r s .  

urban areas because Federal  funds would be funneled e n t i r e l y  through the s ta te  

governments. 

governments as r ec ip i en t s  of the  Federal funds. 

This approach would reduce 

This method might be f a r  from an unmixed b less ing  f o r  

Some methods have been suggested t o  include l o c a l  as w e l l  as state 
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I .  

Alterna t ive ly ,  a por t ion  of Federal revenues could be d i s t r i b u t e d  t o  t h e  

states on the  b a s i s  of source of co l l ec t ion .  

states, with high t a x  payments, receiving the  larger shares.  

governments would be l e f t  f r e e  t o  determine the a l l o c a t i o n  of t h e i r  funds. The 

e f f e c t s  on o v e r a l l  tax progress iv i ty  and s t a b i l i t y  would be the  same as block 

grants.  

This would r e s u l t  i n  high income 

The state 

Tax c r e d i t s  would provide Federal income taxpayers a more l i b e r a l  write-off 

of state and l o c a l  taxes  by giving them an option e i t h e r  t o  deduct t h e i r  s ta te  

and l o c a l  tax payments from taxable income, as they can do now, o r  t o  deduct 

some por t ion  of state and l o c a l  tax payments from t h e i r  Federal  tax b i l l s .  

major bene f i t s  would accrue t o  persons i n  t h e  low and middle t ax  brackets who 

car ry  above-average state tax loads. 

s ta te ,  governments by sof ten ing  resistance t o  increases  i n  state and l o c a l  taxes. 

The 

This method could he lp  l o c a l ,  as w e l l  as 

Outright reductions i n  Federal taxes would be an i n d i r e c t  way of a id ing  

state and l o c a l  governments. This would permit them t o  increase  t h e i r  tax rates 

without increas ing  the  t o t a l  tax b i l l  of the  average c i t i z e n ,  bu t  introduces 

ques t ions  of i n t e r s t a t e  r i v a l r y .  The o v e r a l l  na t iona l  t a x  s t r u c t u r e  would 

become less progressive (as w e l l  as less a n t i c y c l i c a l ) ,  because the  Eation 

would be placing g r e a t e r  reliance on frequently propor t iona l  and regress ive  

s ta te  and l o c a l  taxes.  The r o l e  of t h e  Federal  Government, both i n  r e l a t i o n  t o  

s ta te  and l o c a l  governments and t o  o v e r a l l  economic a c t i v i t y  would be diminished 

wi th  a reduction i n  i t s  f i s c a l  resources. 

In  a soc ie ty  with p l u r a l  ob jec t ives ,  no s i n g l e  f i s c a l  approach would 

s a t i s f a c t o r i l y  meet more than a few of them -- and might adversely a f f e c t  o the r  

goa ls .  

income r e d i s t r i b u t i o n  objec t ives ,  b u t  bypass both state and l o c a l  governments. 

Tax reduction decreases the  s i ze  of t he  Federal s e c t o r ,  bu t  meets state and 

Direct Federal  expenditures might optimize income s t a b i l i z a t i o n  and 
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l o c a l  publ ic  needs only i n d i r e c t l y ,  i f  a t  a l l .  

provide f o r  the  a l loca t ion  of public funds among programs t o  be made 

ind iv idua l ly  by the  states, who presumably are more f ami l i a r  with t h e  needs and 

des i r e s  of t h e i r  r e s iden t s  than the  na t iona l  government; however, no provision 

is made f o r  t h e  burgeoning f inanc ia l  requirements of count ies ,  school d i s t r i c t s ,  

ci t ies and towns. 

The Regional D i s t r ibu t ion  of Income 

Tax shar ing  and block grants  

Another f a c t o r  t o  consider i n  the  a l l o c a t i o n  of Federa l  resources is the  

e f f e c t  on t he  geographic d i s t r i b u t i o n  of income. 

types of Federal  programs have a f a r  s t ronge r  tendency t o  act as "income 

equal izers"  among the  d i f f e r e n t  regions than o thers  .24 

supports and Federal  a i d  t o  education demonstrate t h i s  c h a r a c t e r i s t i c  t o  a very 

s t rong  degree. In con t ra s t ,  defense and space cont rac t  awards tend t o  be 

received by those highly indus t r i a l i zed  states t h a t  a l s o  have above-average 

income levels. 

A s  shown i n  Table 11, some 

Spec i f i ca l ly ,  farm price 

The b a s i c  impl ica t ion  t h a t  follows from t h e  da t a  i n  Table 11 is t h a t  

expansion i n  Great Society and other domestic c i v i l i a n  programs r e s u l t s  in 

s h i f t s  i n  the  geographic d i s t r i b u t i o n  of Federal expenditures i n  favor of 

g r e a t e r  equa l i ty  i n  the  reg iona l  d i s t r i b u t i o n  of income. 

Pub l i c  and P r iva t e  Investment 

Pro jec ted  p r o f i t s  and cash flow would appear t o  be high enough t o  finance 

t h e  r i s i n g  l e v e l  of business investment contained in t he  pro jec t ions .  

Hickman has attempted t o  show t h a t  the  American economy has experienced a 

Bert 

24The da ta  are taken from M.L. Weidenbaum, Sh i f t i ng  the Composition of 
Government Spending: Implications f o r  t h e  Regional Dis t r ibu t ion  of Income, a 
paper presented t o  t h e  Annual Meeting of t h e  Regional Science Association, 
November 14,.1965. 
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decl in ing  capi ta l /ou tput  r a t i o  over t i m e .  25 I n  a sense,  t h i s  may po in t  up the  

need f o r  acce lera ted  investment i n  human resources. Theodore Schuitz and o the r s  

have shown t h a t  so-called Investment i n  human beings -- i n  such forms as 

education and t r a i n i n g  -- has been expanding more rapidly than investment i n  

physical  c a p i t a l .  26 

It may w e l l  be t h a t  the  ove ra l l  cap i t a l /ou tpu t  r a t i o  (where c a p i t a l  is 

defined t o  include both physical and nonphysical investments) has been 

r e l a t i v e l y  constant i n  recent years. This implies,  over t he  coming decade, 

choices between increased stimulus t o  business investment or continued 

acce lera t ion  i n  outlays f o r  education and t r a i n i n g  and o the r  nonphysical 

c a p i t a l  investments, i n  order t o  meet t h e  economic capacity increases  pro jec ted  

here. 

Also, recent e f f o r t s  by t h e  National Aeronautics and Space Administration 

and the  Department of Commerce to acce lera te  t he  t r a n s f e r  of defense and space 

technology t o  c i v i l i a n  uses may s t imula te  add i t iona l  investment f o r  new products. 

Ce r t a in ly ,  the r e se rvo i r  of commercially exp lo i t ab le  technology i s  l i k e l y  t o  

i nc rease  during the  remainder of the decade. New technica l  developments may 

spur  businessmen t o  replace o lde r  equipment more rap id ly  and t o  purchase equip- 

ment capable of producing e n t i r e l y  new products. On t h e  o the r  hand, some 

innovations may make c a p i t a l  equipment more e f f i c i e n t  and thus reduce the  

amount of investment needed t o  create any given amount of capacity.  The n e t  

balance of these o f f s e t t i n g  tendencies is  hardly clear. 

25Bert G. Hickman, Investment Demand and U.S. Economic Growth, Washington, 
D.C., Brookings I n s t i t u t i o n ,  1965, p. 15. My colleague, Hyman Mlnsky, has 
poin ted  out  t o  me t h a t  the  continued high level of f i n a l  demand implies reduced 
uncer ta in ty  f o r  the businessman and thus may lower the  threshhold f o r  
considering new investment pro jec ts .  

26"heodore W. Schultz,  "Investment i n  Human Cap i t a l , "  American Economic 
Review, Narch 196 1. 
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Promoting Consumer Spendinn and Living Standards 

Expansions i n  s o c i a l  s e c u r i t y ,  p r iva t e  pensions, d i s a b i l i t y  and unemployment 

insurance, h o s p i t a l  insurance,  and medicare may a l l  act t o  maintain, i f  no t  

reduce, t he  consumer's propensity t o  save on h i s  own account. 

It should be recognized t h a t  there w i l l  l i k e l y  be s t rong  forces  i n  t h e  

remainder of t he  1960's which could tend t o  s h i f t  t h e  saving rate toward a lower 

l eve l .  

r e f l e c t e d  in higher rates of new family formation. 

the  s t a g e  of l i f e  when automobiles, household furn ish ings ,  and o the r  durable 

goods typ ica l ly  are acquired f o r  the f i r s t  t i m e .  

The high b i r t h  rates of World War 11 and e a r l y  postwar years w i l l  be 

These ind iv idua ls  w i l l  be i n  

Hence, publ ic  a t t e n t i o n  nay a t  some poin t  i n  the  decade need t o  be focused 

on t h e  d e s i r a b i l i t y  of encouraging private saving t o  promote private-oriented 

investment, risk-bearing, and entrepreneurship. 

A Cautionary Note 

The a b i l i t y  t o  make "accurate" pro jec t ions  of economic events a decade i n  

advance su re ly  is l imi ted ;  t o  the  extent t h a t  p ro jec t ions  encourage policy- 

makers t o  take s t e p s  t o  prevent the  projected s i t u a t i o n  from occurring, they may 

be se l f -defea t ing  r a t h e r  than s e l f - f u l f i l l i n g ,  but perhaps in t en t iona l ly  so. I n  

con t r a s t ,  t h e  need t o  improve the  s ta t is t ical  repor t ing  systems and the too l s  

and concepts used i n  analyzing t h e  da ta  remains very g rea t .  Hence, t he  

continuing requirement w i l l  b e  present t o  review a t  frequent i n t e r v a l s  both the  

assumptions underlying these  and other pro jec t ions  and the  changing economic 

developments occurring subsequent to t h e  issuance of the  estimates.  

t he  g r e a t  need f o r  judgment i n  t r ans l a t ing  economic statist ics i n t o  workable 

economic p o l i c i e s  should not be underestimated. 

Cer ta in ly ,  
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Appendix A 

COMPARISON OF THE COMMERCE DEPARTMENT AND NPA PROJECTIONS 

This appendix compares the  h igh l igh t s  of t he  Commerce Department 
pro jec t ions  (contained i n  Pa r t  11) with those of t he  National Planning 
Association. The "Judgment" Node1 of t h e  NPA pro jec t ions  were used. 

The f u l l  repor t  of t he  NPA pro jec t ions  is  contained i n  National Economic 
Pro lec t ions  t o  1976/77, National Economic Pro jec t ion  Se r i e s  -- Report No. 66-N-1, 
Center f o r  Economic Pro jec t ions ,  National Planning Association, September 1966. 

The NPA pro jec t ion  of p o t e n t i a l  GNP i n  1970 i s  approximately one percent 
higher than t h e  Commerce estimate, in terms of cons tan t  1958 do l l a r s .  
d i f f e rence  widens over t i m e ,  with the  NPA estimate of GBP i n  1975 s l i g h t l y  over 
2 percent higher than the  Commerce figure.  I n  general  the  NPA pro jec t ions  show 
higher l e v e l s  of consumer expenditures and p r i v a t e  investment over t he  coming 
decade. 
and of government purchases ( the  lat ter only i n  1970), b u t  t hese  do not  o f f s e t  
t he  l a r g e r  NPA figure6 f o r  t he  p r iva t e  domestic s ec to r s .  

The 

The Commerce Department estimates s l i g h t l y  h igher  levels of n e t  exports 

T i t  l e  Table No. - 
A 1  Comparison of Labor Force and Employment Estimates 

A2 Comparison of GNP Supply Estimates 

A3 Al te rna te  Compositions of Gross National Product, b i l l i o n s  of 
1958 d o l l a r s  

A4 Alterna te  Compositions of Gross National Product, b i l l i o n s  of 
cur ren t  d o l l a r s  

A5 Al te rna te  Pro jec t ions  of Government Receipts and Expenditures 

Note: Kenneth Galchus was responsible f o r  t h e  preparation of t he  Appendix 
Tables . 
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